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ABSTRACT 


The purpose of this thesis was to examine the two-tier 
cost structure for military and commercial contract aviation 
jet fuels and its effect on the Naval Reserve’s C-9 Airlift 
Services Program. In the past, a single-tier system was in 
place in which the services were charged the same price for 
fuel purchased at military bases or at commercial airports 
mader contract. The problem was that in reality a higher 
price existed for commercial contract fuel. This difference 
was absorbed by the Department of Defense. The two-tier 
system formally established a separate price for commercial 
contract fuel, which is now charged to and paid for by the 
services. The analysis compared the differences in total jet 
fuel costs between the original and new cost structures. It 
also projected probable quantities of fuel purchases for a 
given total cost (budget) and price, based on different 


assumptions and scenarios under the two-tier system. 
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i INTRODUCTION 


A. GENERAL 

The purpose of the research is to document the Naval 
Reserve’s historical usage of aviation jet fuel by their fleet 
of C-9 aircraft and then to develop a model to project future 
fuel quantities for this program. 

The research effort will enable Commander, Naval Air 
Reserve Force, Code 51, to better project future funding 
requirements for the C-9 airlift services program within the 
Planning, Programming and Budgeting System (PPBS). 
Specifically, the thesis will be used to update the Program 
Objectives Memorandum (POM), and to develop the biennial 
budget and aid in the off-year budget review process for this 


program. 


B. OBJECTIVES OF THE RESEARCH 

The objectives of this thesis are to analyze the change 
from a Single to a two-tier cost structure for aviation jet 
fuel and determine its budgetary effect on the Naval Reserve's 
C-9 program. Under the original or single-tier cost 
structure, all military service customers paid the same 
Single-tier price for jet fuel purchased at either military 
bases or commercial airports through a contract source. 


However, commercial contract fuel prices were generally higher 


and this higher cost was absorbed by the Department of Defense 
vice the military service customers who were purchasing and 
using the fuel. Under the current change or new two-tier cost 
structure, this higher cost, in the form of a higher price for 
commercial contract jet fuel, is charged to and paid by the 
service purchasing the fuel. The Department of Defense no 
longer subsidizes the individual services for their fuel 
usage. 

The study examine the cost and usage amounts, in 
gallons?, based on historical data for 27 C-9 aircraft from 


the 11 Reserve Fleet Logistics Support squadrons throughout 


the United States. 


C. SCOPE 

The scope of this research is limited to the 11 Reserve 
Fleet Logistics Support squadrons which fly only the C-9 
aircraft. The historical data used in this study comprises 
cost and usage figures from fiscal year’s 1991 and 1992, and 
the first quarter of 1993. Additionally, fuel costs and usage 
will be projected for fiscal year’s 1993, 1994 and 1995 
utilizing historical data and set fuel prices for those fiscal 
years as published by the Navy Petroleum Office. There are 


four types of fuel used by the C-9 aircraft, for which there 


‘Fuel is purchased by the barrel and there are 42 gallons of 
fuel in a barrel. To convert barrels to gallons or cost per barrel 
to cost per gallon, simply divide the number of barrels or cost per 
barrel by 42. 


are five prices that can be charged. For military base 
purchases, there is a set price for JP-4, JP-5 and JP-8 jet 


2 For purchases at commercial airports, there is a set 


fuels. 
price for commercial contract fuel (JET on For non- 
contract fuel (JET A) the existing market price sets the 
purchase price. Once the U.S. Government has established a 
set price, it 1S rare that these prices are changed. However, 


world and political events have caused past prices to be 


changed and could also influence such prices in the future. 


D. METHODOLOGY 

In documenting the historical pricing model and 
constructing the predictive pricing model, empirical, opinion 
and archival research methods are employed. 

1. Data Collection 

Data is collected from the 11 naval reserve Fleet 

Logistics Support squadrons flying the C-9 aircraft. These 11 
squadrons comprise a total of 27 aircraft, of which five 
squadrons have three aircraft and the remaining six squadrons 


have two aircraft. A format for the data collected was 


2"JP" stands for Jet Product and is a U.S. Military Fuel 
Source Code. JP-4 is predominantly used by the Air Force and Army. 
JP-5 is predominantly used by the Navy, Marine Corps and Coast 
Guard; it was primarily developed for use aboard naval ships. JP-8 
was developed to replace JP-4 and JP-5 as a single/joint fuel 
source, it 1s predominantly used by the Air Force. 


3JET A is a commercial source of jet fuel. It is equivalent to 
the military’s jet fuel JP-4. 


established with the aid of the Naval Air Reserve 
Comptroller’s Office and Fleet Logistics Support Squadron 
Fifty-Five (VR-55) Material Control Office, both located at 
Alameda Naval Air Station, Alameda, California. 

The format consists of fuel costs and usage by number 
of gallons/barrels for fiscal years 1991 and 1992, and the 
first quarter of 1993. Within each fiscal year, the fuel 
costs and usage data are divided into three categories. These 
are (1) military base fuel purchases, (2) commercial airport 
into-plane contract fuel purchases and (3) commercial airport 
non-contract fuel purchases. The first category, military 
base fuel purchases, was further divided into three sub- 
categories. The sub-categories were the three different types 
of aviation jet fuel used by the C-9 aircraft: (1) JP-5, (2) 
JP-4,and (3) JP-8. Appendix A provides the format for the 
data collected. 

Ze Model Development 

Utilizing the data obtained from the squadrons, three 
models are developed. The models encompass an aggregate of C- 
9 jet fuel data consisting of: (1) number of gallons 
purchased, (2) cost of fuel purchased and (3) fuel prices per 
gallon. The purpose of each model is to document jet fuel 
costs and quantities during particular time periods under 


specific pricing assumptions. The first model is a single- 


tier model, the second a historical model and the third a 
predictive model. 
a. Single-tier Model 
The Single-tier model establishes total jet fuel 
usage and costs associated with each category/sub category for 
jet fuel purchases under the original or single-tier cost 
Structure for fiscal year’s 1991 and 1992. This model 
documents fuel costs as they actually were. 
b. Historical Model 
The historical model uses the total number of 
gallons associated with each category/sub-category and applies 
the two-tier cost structure to these amounts for fiscal years 
1991 and 1992. This model documents fuel costs as they would 
have been, had two-tier pricing been in effect in the past. 
Cc. Predictive Model 
The predictive model uses incremental adjustments 
to predict future usage, in gallons, for fiscal year’s 1993, 
1994 and 1995. These amounts are then multiplied by a price 
per gallon to obtain jet fuel costs under the new two-tier 
cost structure. This provides a prediction for total fuel 
costs of the Naval Reserve’s C-9 program for the three fiscal 
years described above. 
3. Analysis 
The data derived from both the historical and 


predictive models is examined and analyzed for total fuel 


costs under the new two-tier cost structure for aviation jet 
fuels and its expected effect on the operating budget for the 


Naval Reserve’s C-9 program. 


E. ORGANIZATION OF THE THESIS 
Succeeding chapters of this thesis will address the 
following areas: 
1. Chapter II 
This chapter describes the specific background issues 
Surrounding the shift to a two-tier cost structure for 
aviation jet fuels. It will focus on the submission process 
for Into-Plane contract fueling requirements to establish 
contract coverage, provide a chronology of events leading up 
to the new cost structure and explain how fuel prices are 
established and promulgated. 
2. Chapter III 
This chapter presents the data, both fuel costs and 
quantities, collected from the 11 Naval Reserve C-9 squadrons. 
This data is presented in the historical model and is 
utilized to project future data, again for both fuel costs and 
quantities, which is then be presented in the predictive 
model . 
3. Chapter IV 
This chapter compares, analyzes and interprets the 
information obtained from both the historical and predictive 


models. 


4. Chapter V 
This chapter draws conclusions as to the effect this 
new two-tier cost structure has on the ability to purchase 
quantities of fuel for a given total cost and price. 
Recommendations are made relative to the effects just 


discussed. 


Il. BACKGROUND 


A. OVERVIEW 
1. Purchase Methods 

There are three ways C-9’s can purchase fuel. First, 
fuel can be purchased at military bases which have both (1) 
the capability to land the C-9 aircraft and (2) the facilities 
necessary to provide such fuel to the aircraft. Second, fuel 
can be purchased at commercial airports through a contractual 
source. The vendor provides fuel at the set price, referred 
to as either the "into-plane jet fuel" price or sometimes as 
the "contract" price. The third way fuel is purchased is also 
at commercial airports but through a non-contract source; 
prices are not set and the aircraft pays the prevailing market 
price. 

2. Into-Plane Fueling Contract 

An Into-Plane fueling contract allows a vendor at a 
commercial airport, who is in the business of providing 
aircraft fueling services, to sell commercial (JET A) fuel to 
U.S. Military jet aircraft at a set price. Usually, if there 
1s a vendor who is authorized to sell fuel under government 
contract to the military at a commercial airport, it will be 


limited to one vendor. 


3. Payment 
a. Military Base 
When JP-4, JP-5 and JP-8 fuel is purchased by a 
service member at a military base, whether under the single- 
tier or the two-tier cost structure, the member’s service is 
charged and pays for the number of gallons purchased times the 
set price for the particular type of fuel purchased. 
b. Commercial Contract 
When JET A fuel was purchased at a commercial 
airport through a contract source, under the original (single- 
tier) cost structure, the member’s service was charged and 
paid for the number of gallons purchased times the price which 
had been set for JP-4. This was done because JP-4 and JET A 
were the same fuel, just different identification codes. The 
difference between the prices for JP-4 and the commercial 
contract price times the number of gallons purchased was 
charged to and paid by the Department of Defense through the 
Defense Fuel Supply Center. Under the new two-tier cost 
structure, the member’s service is charged and pays for the 
number of gallons purchased times the contractual into-plane 
jet fuel price. 
c. Commercial Non-Contract 
When fuel is purchased at a commercial airport 
through a non-contract source, the member’s service is charged 


and pays for the number of gallons purchased times the 


existing market price for commercial (JET A) fuel, whether of 


the original or new cost structure. 


B. SUBMISSION PROCESS 

The Navy Petroleum Office is designated by Department of 
Defense Instruction 4140.25 series as the Navy’s service 
control point for submitting all Navy and Marine Corps into- 
plane contract fueling requirements to the Defense Fuel Supply 
Center. The minimum requirement for the establishment of an 
into-plane fueling contract is 15,000 gallons annual U.S. 
Government usage. The Navy Petroleum Office consolidates Navy 
and Marine Corps requirements for submission to the Defense 
Fuel Supply Center. [Ref. 1] 

Additionally, into-plane contract fuel coverage is 
attempted only when aviation units identify requirements to 
the Navy Petroleum Office. For routine requirements, the Navy 
Petroleum Office periodically solicits recommendations for 
into-plane contract fuel coverage directly from aviation 
units. Recommendations for exercise or special operations 
need to be submitted 90 days in advance to ensure contract 
Support 1S available prior to the date the fuel is going to be 


required. [Ref. 1] 


C. CHRONOLOGY 
On March 7, 1991, the Inspector General for the Department 


of Defense announced their intent to conduct an audit of Into- 


10 


Plane Contract Refueling (Project No. 1LC-0030) for all 
services beginning in March 1991. The objective of the audit 
was to determine if the services are collecting and submitting 
appropriate fuel consumption data to the Defense Fuel Supply 
Center to support the establishment of into-plane fueling 
contracts at commercial/civilian airports. The audit also was 
to determine if existing into-plane fueling contracts are 
being used by Department of Defense pilots when fuel is 
purchased at commercial airports. The Inspector General’s 
Audit Team was also to evaluate the Defense Logistics Agency’s 
implementation of the Internal Management Control Program as 
it pertains to the audit objectives. [Ref. 2] 

By July 1991, the survey portion of the audit had been 
completed, and the Audit Team was ready to proceed into the 
verification phase of the audit to accomplish the audit’s 
objectives. On July 31, 1991, the Audit Team announced two 
additional objectives. These were (1) to determine if 
Department of Defense aircraft can make greater use of 
Military bases to refuel rather than using commercial 
airports, and (2) to determine if non-Department of Defense 
agencies which obtain fuel under Department of Defense into- 
plane fueling contracts should reimburse the Department of 
Defense at the contract cost rather than at the lower stock 
fund price. [Ref. 3] 

In past years, the actual price of aviation jet fuel 


purchased through the into-plane contract fueling program has 


aL 


been significantly higher than the standard price that was 
reimbursed by Defense Fuel Supply Center’s customers. 
Effectively, the Defense Fuel Supply Center had in effect 
augmented or subsidized the budgets of its customers by 
absorbing the higher costs. As a result, the Defense Fuel 
Supply Center, the Inspector General for the Department of 
Defense and the Office of the Secretary of Defense jointly 
recognized the need to implement a separate standard price for 
the into-plane contract fueling program. [Ref. 1] 

On September 18, 1991, a letter was sent from the Defense 
Fuel Supply Center to its customers, highlighting the fact 
that they had been absorbing this higher cost and that a 
probable change would soon be forthcoming. In addition, under 
the new Defense Business Operations Fund, Defense activities 
were now required to recover all costs incurred in providing 
support to their customers. [Ref. 1] 

As a result of the audit and its findings, the Secretary 
of Defense directed that, beginning October 1, 1992, a 
separate Standard price for aviation jet fuel, utilizing a 
two-tier cost structure, will be in effect for all customers 
currently utilizing Defense Fuel Supply Center’s into-plane 


fueling contracts at commercial airports. [Ref. 4] 


D. FUEL PRICES 
The prices that are established for aviation fuels, both 


at military bases and through an into-plane contract source at 


12 


commercial airports, are set and then promulgated by the 
Office of the Secretary of Defense for Programming and 
Budgeting in the form of a Program Budget Decision (PBD). 
These prices are received by the Defense Fuel Supply Center 
which then passes them on to the Navy Petroleum Office. The 
Navy Petroleum Office is then responsible for dissemination of 
these prices to the fleet. [Ref. 5] Appendix B provides the 
PBD list of fuel prices. The prices listed are considered the 


current estimates and may be revised at a later date. 


E. SUMMARY 

This chapter has discussed the methods by which military 
customers purchase jet fuel, what an Into-Plane fueling 
contract constitutes and the process of how jet fuel is paid 
for and who pays for it. Also discussed in the chapter was 
how an Into-Plane fueling contract gets established, a 
chronology of events leading up to the decision to establish 
the new two-tier cost structure for jet fuel and the process 
of setting and promulgating jet fuel prices. 

Understanding of the establishment and payment of fuel 
prices sets the stage for looking at fuel price models in more 
detail. In the next chapter, data on fuel costs, prices and 
quantities are combined into three fuel price models: (1) 


Single-tier, (2) Historical and (3) Predictive. 


iS 


Pe. PRESENTATION OF DATA COLLECTED 


A. OVERVIEW 
1. Focus 
The primary purpose of this chapter is to document 
historical fuel cost and consumption, and use these figures to 
project fuel requirements. The increase or decrease in these 
totals from fiscal year to fiscal year and the military, 
commercial contract and commercial non-contract components of 
jet fuel costs are emphasized. 
2. Model Development 
Three models are developed in this chapter: (1) 
Single-tier, (2) Historical and (3) Predictive. Each model 
relies on price and quantity data, from which total cost data 
is developed. In each model, the price, quantity or cost data 
is based on either (a) actual historical figures, (b) 
currently established future figures or (c) projected future 
figures. Assumptions based on hypothesized scenarios, 
allocation methods and actual budget requests underlie the 
projections. 
3. Model Formulation 
First, an overview of each model, its objectives and 
intentions, are presented. Next, appropriate information, 


assumptions and guidance for each model are discussed. 
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Finally, a table is be generated to present the necessary data 
which will be accumulated and summed by fiscal year. 
a. Tables for Jet Fuel Purchase Quantities 
The tables for jet fuel purchase quantities contain 
data in gallons, and presents this data organized by method of 
purchase (military base, commercial contract or commercial 
non-contract) and jet fuel type (JP-4, JP-5, JP-8 or JET A). 
b. Tables for Jet Fuel Prices 
The tables for jet fuel prices contain per gallon 
prices and presents these prices by source of purchase 
(military or commercial) and jet fuel type. 
c. Tables for Jet Fuel Total Costs 
The tables for jet fuel total costs result from 
aggregating quantity and price data. The jet fuel costs are 
then organized and presented by purchase method and jet fuel 
type. 
4. Sources of Data 
a. Quantity Data 
(1) Actual Historical Quantity Data 
This data was collected, by fiscal year, from 
archival sources. This data is used in sSingle-tier and 
historical models. 
(2) Predicted Quantity Data 
This data was derived, for particular fiscal 


years, uSing a given total cost and price which are based on 


LS 


assumptions, scenarios and allocation based methods. This 
data iS used in predictive model. 
b. Price Data 
(1) Actual Historical Price Data 
This data was collected, by fiscal year, from 
archival sources. This data 1s used in the single-tier and 
historical models. 
(2) Estimated Price Data 
This data was collected, by fiscal year, from 
a current Program Budget Decision (PBD) (see Appendix B for 
list) and are considered current estimates for each fiscal 
year. These estimates may be revised in the future prior to 
or during the fiscal year for which they are projected. They 
are not annually stabilized prices, as would be expected ina 
revolving fund account. ([Ref. 4] This data is used in 
predictive model. 
(3) Hypothetical Historical Price Data 
This data was derived for particular fiscal 
years uSing the historical and estimated prices as described 
above. This data is used in the historical model. 
c. Total Cost Data 
(1) Actual Historical Total Cost Data 
This data was collected, by fiscal year, from 


archival sources. This data is used in the sgingle-tier model. 


ats 


(2) Hypothetical Cost Data 
This data was derived, for particular fiscal 
years, by multiplying historical quantities and hypothetical 
prices together. This data is used in the historical model. 
(3) Predicted Cost Data 
This data was derived from the current budget 
requests for fuel and allocated to fuel types based on 
historical allocation rates. This data is used in the 


predictive model. 


B. DATA COLLECTION POINTS 
1. The Squadrons 

Jet fuel consumption data, number of gallons purchased 
and total cost of these purchases by fuel type were collected 
from the 11 Reserve Fleet Logistics Support (VR) squadrons 
maeen fCly the C-9 aircraft. They are (1) VR-55, Naval Air 
Station (NAS) Alameda, California, (2) VR-56, NAS Norfolk, 
Virginia, (3) VR-57, NAS North Island, San Diego, California, 
(4) VR-58, NAS Jacksonville, Florida, (5) VR-59, NAS Dallas, 
Texas, (6) VR-46, NAS Atlanta, Georgia, (7) VR-51, NAS 
Glenview, Illinois, (8) VR-52, NAS Willow Grove, Pennsylvania, 
(9) VR-60, NAS Memphis, Tennessee, (10) VR-61, NAS Whidbey 
Island, Washington and (11) VR-62, Naval Air Facility (NAF) 
Detroit, Michigan. The first five squadrons listed each have 
three aircraft per squadron, the remaining six squadrons have 


two aircraft per squadron. 


ee 


2. The Navy Petroleum Office 
Jet fuel price data was provided from the Navy 
Petroleum Office, Cameron Station, Alexandria, Virginia. 
There were four types of jet fuel for which prices were 
collected: (1) JP-4, (2) JP-5, (3) JP-8 and (4) commercial 


contract into-plane (JET A) fuel. 


C. SINGLE-TIER MODEL 

This model documents jet fuel costs for fiscal years 1991 
and 1992 using the single-tier cost structure that was 
actually in effect at the time. The model is presented in 
three tables, showing jet fuel quantities, prices and total 
costs. The data in these tables is presented by "method" and 
"source" of purchase, fuel "type" and fiscal year ("FY"). 

1. Table I 

This table compiles actual quantity data, in gallons, 

for jet fuel purchases made by the 11 reserve squadrons under 


the original single-tier cost structure. 
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Table I JET FUEL PURCHASE QUANTITIES, SINGLE-TIER 


(gallons in thousands) 


METHOD/TYPE Pro l FY92 


Military Base: 
JP-4 
JP-5 
JP-8 
Pommerctal 
Goneract : 


JET A 


Commercial 
mMoenm-CONErace: 


JET A 


TOTAL BO 250.2 Soy ose! 


2. Table II 





This table provides historical jet fuel prices under 
the original single-tier cost structure for fiscal years 1991 
amo 1992. The single-tier system assumed that commercial 
contract (JET A) fuel was sold for the same price per gallon 


as the military’s JP-4 fuel. The price shown is the price 


ano 


that was charged to the Defense Fuel Supply Center’s military 
customers, including the 11 Reserve squadrons. 

The jet fuel prices listed for fiscal year 1991 
(BEFORE) had been set and published by July 1990, but were not 
ever actually used. These prices reflected normal increases 
over fiscal year 1990 jet fuel prices, which were, $0.55 per 
gallon for JP-4, JP-8 and commercial contract (JET A) fuel, 
and $0.60 per gallon for JP-5. The jet fuel prices listed for 
fiscal year 1991 (AFTER) were revised late in fiscal year 1990 
and published in October 1990 (Fiscal Year 1991) and were the 
actual prices used throughout fiscal year 1991. The revised 
prices reflect the instability created in the world’s oil 
market when Iraq invaded Kuwait in August 1990. 

The commercial non-contact jet fuel price is set by 
the existing market price for (JET A) fuel. The commercial 
non-contract (JET A) fuel prices listed in the table are an 
average market price based on actual consumption data from the 
11 reserve squadrons. The average market price was derived 
for each fiscal year by dividing the total number of gallons 
purchased for commercial non-contract (JET A) fuel into the 


total cost for commercial non-contract (JET A) fuel purchases. 
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Table II JET FUEL PRICES, SINGLE-TIER 


(unit price per gallon) 
| 
: SOURCE/ FY91 
TYPE (BEFORE) 
Military 
JP-4 
Military 


JP-8 


Commercial 


COnmEraceE 


JET A 


S065 
oer 
Military 
JP-8 S0265 
[0.65 


Commercial 
Non-contract 


JET A 





3. Table III 
This table compiles actual and derived cost data that 
was or would have been charged to and paid for by the 11 
reserve squadrons for jet fuel purchases under the original 


(Single-tier) cost structure. 


oo 


The cost data for fiscal year 1991 (BEFORE) was 
derived by multiplying the total number of gallons purchased 
for each type of jet fuel in fiscal year 1991 to the fiscal 
year 1991 (BEFORE) jet fuel prices. The fiscal year 1991 
(AFTER) and 1992 cost data is the actual total cost of jet 


fuel purchased for those fiscal years. 


Table III JET FUEL TOTAL COSTS, SINGLE-TIER 


(dollars in thousands) 


METHOD/TYPE Fey 1 


(BEFORE) 


Military 


Bases: 
JP-4 S010 2. 4578508 
JP-5 165, "74D 24,649. 


Jee gi0e Is 'Oe 


Commercial 
Contract: 


JET A 


Commercial 
Non - 
Contract: 


JET A 





Ze 








as 


Table III JET FUEL TOTAL COSTS, SINGLE- TIER 


(dollars in thousands) 






METHOD/TYPE FY91 rar9 i PY92 


(BEFORE) (AFTER) 


TOTAL See 2 Aes4 2:0...) SP ase, Waa. 6 Sm 25 p21 


D. HISTORICAL MODEL 

This model reconstructs fuel costs for fiscal years 1991 
and 1992 using a hypothetical two-tier cost structure that 
would have been in effect at the time, had one existed. The 
primary question to be answered in this model is, "In the 
past, what effect would the two-tier cost structure have had 
on total jet fuel costs?" The model is presented in two 
tables showing jet fuel prices and total costs. The data in 
these tables is presented by "method" or "source" of purchase, 
fuel "type" and fiscal year ("FY"). 

1. Table IV 

This table presents hypothetical historical jet fuel 

prices charged to military customers or at the squadron level. 
These prices would have been used if the two-tier cost 
structure had been in place for fiscal years 1991 and 1992. 
The jet fuel prices for JP-4, JP-5 and JP-8 fuels are known 


and were valid under both cost structures. 


23 


For fiscal years 1991 and 1992, actual pricestiaen 
commercial contract (JET A) fuel were still considered the 
same as JP-4; therefore, under the two-tier system a 
commercial contract price had to derived for each fiscal year. 

Although a specific method for deriving fuel prices by 
the government is not available or written down, a general 
process is known. It is one based on historical and current 
market prices, along with politics, expected demand and other 
considerations. What follows is a description of how fiscal 
year 1993’s commercial contract price was established. This 
process was used to estimate fiscal year’s 1991 and 1992 
commercial contract price. 

For fiscal year 1992, the Defense Fuel Supply Center 
was able to determine that they had paid out, on average, 
$0.93 per gallon for commercial contract (JET A) fuel. This 
was based on consumption data, quantities and costs for the 
Department of Defense (DOD). [Ref. 4) The relationship 
between this $0.93 per gallon and the average price for 
military (JP) fuel for fiscal year 1992 was determined. The 
resultant ratio was 1.3223. Fiscal year 1993’s military (JP) 
fuel price was multiplied by this ratio to derive a price for 
fiscal year 1993 commercial contract (JET A) fuel. Then, 
based on any of a number of considerations (politics, oil 
market trends, expected demand), OSD made some minor 


adjustments. 
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To reconstruct data for fiscal year 1991, this same 
ratio was applied retroactively. For fiscal year 1991 
(BEFORE) and fiscal year 1991 (AFTER), 1.3223 was multiplied 
by the average military (JP) fuel price to determine the 
assumed commercial contract (JET A) fuel price for fiscal year 
1991. For fiscal year 1992, the commercial contract price for 
(JET A) fuel, $0.93 per gallon, as calculated by the Defense 
Fuel Supply Center and used as the established price. The 
assumption was made that the relationship between military and 
commercial contract fuel prices for fiscal years 1992 and 1993 
also applied to fiscal years 1991 and 1992. 

The price for commercial non-contract (JET A) fuel is 
determined by the market price for this type of fuel. The 
average market price of commercial non-contract (JET A) fuel 
for fiscal year 1991 (BEFORE) would have been $0.99 per 
gallon. For fiscal year 1991 (AFTER) it was $1.40 per gallon 


@mewol.11 per gallon for fiscal year 1992. 


Table IV JET FUEL PRICES, HISTORICAL (TWO-TIER) 


{unit price per gallon) 


SOURCE / FYOL 
(BEFORE) 
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Table IV JET FUEL PRICES, HISTORICAL (TWO-TIER) 


(unit price per gallon) 
SOURCE/ FY91 FY91 
Eee (BEFORE) (AFTER) 
Military 
wP=5 SO 2 


Commercial 


$1.06 
Military 
JP-8 70n.65 oi. OS 


COneGacit 


JET A 


Commercial 
Non-contract 


JET A 


2. Table Vv 
This table presents hypothetical historical jet fuel 
costs, those charged to and paid by the military customer or 
squadron, as if the new two-tier cost structure had been 
established for fiscal years 1991 and 1992. The only 
difference between Table III and Table V is the higher cost 
for commercial contract (JET A) fuel that the squadrons would 


have had to pay under the new system without the subsidy 
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provided by the Department of Defense. The jet fuel costs for 
military base and commercial non-contract (JET A) fuel 
purchases were unaffected by the change between cost 


PimauctCures. 


' Table V JET FUEL TOTAL COSTS, HISTORICAL (TWO-TIER) 


(dollars in thousands) 


METHOD / FY91 FY91 


Deer (BEFORE) (AFTER) 


Military 
Base: 
JP-4 ; Sana 850 1 Ay 11788 
JP-5 s 24,649.0 1 Sa82 8 


JPe3 ; SO Z OIG az 


Commercial 
COmMtract : : 2,525. 6 S ise .6 


JET A 


Commercial 
Non- 
COntract: 


JET A 


TOTAL See 659. 6 Sir ool cae Se aS 





27 


E. PREDICTIVE MODEL 

This model will construct jet fuel costs, prices and 
quantities for fiscal years 1993, 1994 and 1995 using the two- 
tier cost structure that was instituted the beginning of 
fiscal year 1993. The primary question to be answered in this 
model is, "For a given total cost and price per gallon for jet 
fuel, what total quantity of jet fuel can be purchased?" The 
model takes the squadron’s perspective, which have total costs 
constrained by a budget and must buy fuel in an environment 
where unit price is set by higher authority or the market. 
They, therefore, need to plan for the quantity of fuel that 
can be purchased within the constraints set by the budget and 
unit price. The approach used here is to first project the 
total fuel cost budget (under various assumptions). Next, 
project unit price for fuel (also under various assumptions) 
and then determine quantities that would be available (again 
dependent on the various assumptions). The model is presented 
in 26 tables and is divided into three main area (1) jet fuel 
total costs, (2) jet fuel prices and (3) jet fuel pureheee 
quantities. The first area presents eight tables showing 
total jet fuel costs based on the current budget requests for 
jet fuel*, or some derivative of these planned costs, for the 
reserve C-9 airlift services program. [Ref. 6] The second 


area presents two tables showing jet fuel prices based on 


40P-20 Fiscal Year 1993 Report, Version 715 
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current estimates, or some derivative of these prices. The 
third area presents 16 tables showing total jet fuel 
Quantities purchased, in gallons, based on the total jet fuel 
costs and prices from the first two areas. The data is 
presented by "method" or "source" of purchase, fuel "type" and 
Fiscal year ("FY"). 
1. Jet Fuel Total Costs 

These tables present predicted jet fuel total costs 
for fiscal years 1993, 1994 and 1995, based on currently 
planned or budgeted fuel costs. The total amount requested 
(total jet fuel costs) for each fiscal year was allocated to 
fuel categories by using a historical ratio of fuel cost for 
a particular jet fuel type to total fuel costs. The rates 
were eStablished from Table V, using fiscal year 1992 jet fuel 
costs: (1) 15 percent, JP-4, (2) 73 percent, JP-5, (3) two 
percent, JP-8, (4) Seven percent, commercial contract (JET A) 
and (5) three percent, commercial non-contract (JET A). The 
assumption was made that these allocation rates would be 
representative for all three fiscal years and that they 
represented no change in the purchasing behavior of the 
Squadrons, given the increase in costs for commercial jet 
fuel. To derive jet fuel costs for each type of fuel, the 
allocation rates and total jet fuel costs (budget requests) 
were multiplied together. The next four tables are based on 


four different assumptions about total fuel cost budgets as 


ad 


follows: (1) Table VI - actual currently requested fuel 
budget, (2) Table VII - requested fuel budget assuming status 
quo (fiscal year 1993’s budget sets budget for fiscal years 
1994 and 1995), (3) Table VIII - requested fuel budget 
assuming an increase in OPTEMPO of 10 percent above currently 
planned requests and (4) Table IX - requested fuel budget 
assuming a directed 10 percent decrease in currently planned 
requests. 
a. Table VI 

This table presents predicted jet fuel costs for 
fiscal years 1993, 1994 and 1995, based on the current fuel 
budget requested with no changes assumed. The budget requests 
for these fiscal years were allocated by fuel type based on 


the previously derived rates. 


a0 


a 


| Table VI JET FUEL TOTAL COSTS, PREDICTIVE (TWO-TIER 



















BUDGET REQUESTS, AS PLANNED 


(dollars in thousands) 


METHOD / FY93 FY94 FY95 


TYPE 


Military 


Base: 





JP-4 S 2 en? 6.2 = ae 2 oe 


WP = Za 8 35 0 2 NG 








veo ZI 2 306.4 


Commercial 
@Gontract: 


JET A 


Commercial 
Non- 
COntCract: 


JET A 


TOTAL S$ 28,468.0 Sa 2 oO we 30, ooo O 


b. Table VII 


This table presents predicted jet fuel costs for 


fiscal years 1993, 1994 and 1995, based on the current fuel 


ae 


budget assuming the status quo 1S maintained. That is, under 
this assumption, jet fuel costs for fiscal year 1993 were 
frozen and not allowed to increase for fiscal years 1994 and 


Se 


Table VII JET FUEL TOTAL COSTS, PREDICTIVE (TWO-TIER) 
BUDGET REQUESTS, STATUS QUO 


( dollars in thousands) 


METHOD / FY93 FY94 FY 


TYPE 

















Military 
Base: 


JP-4 S 4,554.9 


JP-5 20 7 ets 
JP-8 284.7 
Commercial 
COnE Gace: S 19.9 2758 $ 1,992.8 S 1,99253 
JET A 
Commercial 
Non- 
Contract. S$ 854.0 S$ 854.0 $ 854.0 


JET A 


$ 28,468.0 | ¢ 28,468.0 | $ 28,468.0 


c. Table VIII 


This table presents predicted jet fuel costs for 
fiscal years 1993, 1994 and 1995, based on the current fuel 
budget with the following exception: an assumption that the 
OPTEMPO will increase. The assumption provides for a 10 


percent increase for each of the three fiscal years. 


Table VIII SET “FUEnr TOTAL" COSTS? “PREDICTIVE TWO LEER 


BUDGET REQUESTS, 10 PERCENT INCREASE 


fdollars in thousands) 


Military 
Base: 
JP-4 5 oe Orr: oy ae 3 
JP-5 225 35 Fc 24,6023 


wes Ons 2 : B70 


Commercial 


Sontract: Zee Zell a4 


JET A 
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Table VIII JET FUEL TOTAL COSTS, PREDICTIVE (TWO-TIER) 
BUDGET REQUESTS, 10 PERCENT INCREASE 


(dollars in thousands) 


METHOD / FY93 FY94 Fxs5 


Commercial 
Non- 
Cont races 939.4 964.5 1, ore 
JET A 
TOTAL | $ 313148 314.8 32,148. | $ 32,148.6 335 (One 


d. Table Ix 





This table presents predicted jet fuel costs for 
fiscal years 1993, 1994 and 1995, based on the current fuel 
budget with following the exception: a budget reduction of ten 
percent has been directed. It was assumed jet fuel costs 
would decrease 10 percent below the level already planned for 


in each of the three fiscal years. 
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Table IX JET FUEL TOTAL COSTS, PREDICTIVE (TWO-TIER) 


BUDGET REQUESTS, 10 PERCENT DECREASE 


(dollars in thousands) 


METHOD / FY93 FY93 FY95 
TYPE 


Military 










Base: 


JP-4 S 4,411.9 







PS 20 Wi 2oe2 







Le SD 







wr 3 


Commercial 








Contract: S ees. 


JET A 








Commercial 


Non- 
Contract: ie 768.6 S$ 730 20 S$ 827.2 


JET A 


TOTAL wae, Cac > 26ers 0324 Sum), 5/422 


2. Jet Fuel Total Costs - Military Purchases Only 
These tables also present predicted total jet fuel 


costs for fiscal years 1993, 1994 and 1995, based on the 
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currently planned or budgeted fuel costs for the reserve C-9 
program. However, it was assumed, in these four tables, that 
all jet fuel purchases were made at military bases, none at 
commercial airports. The total amount requested (total jet 
fuel costs) was allocated to fuel categories by using a 
historical ratio of fuel cost for a particular jet fuel type 
to total fuel costs. The rates were established from Table V 
uSing fiscal year 1992 military jet fuel costs: (1) 18 
percent, JP-4, (2) 81 percent, JP-5, (3) one percent, JP-8, 
(4) "zero" percent, commercial contract (JET A) and (5) "zero" 
percent, commercial non-contract (JET A). The assumption was 
made that these allocation rates would remain the same for all 
three fiscal years. Allocating all purchases to military 
sources is designed to represent a material change in the 
purchasing behavior of the squadrons, given the increase in 
costs for commercial jet fuel under the two-tier system. To 
derive jet fuel costs for each type of fuel, the allocation 
rates and total jet fuel costs (budget requests) were 
multiplied together. The next four tables are based on the 
following scenarios and assumptions: (1) Table X - actual 
currently requested fuel budget, with only military purchases, 
(2) Table XI - requested fuel budget assuming status quo 
(fiscal year 1993’s budget sets budget for fiscal years 1994 
and 1995) with only military purchases, (3) Table XII - 
requested fuel budget assuming an increase in OPTEMPO of 10 


percent above currently planned requests, with only military 
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purchases, (4) Table XIII - requested fuel budget assuming a 
directed 10 percent decrease in currently planned requests, 
with only military purchases. 
a. Table X 

This table presents predicted jet fuel costs for 
fiscal years 1993, 1994 and 1995, based on the current fuel 
budget requested with no changes assumed. It was also assumed 
that all jet fuel was purchased at military bases (none at 
commercial airports). The budget requests for these fiscal 
years were allocated by military fuel type based on the 


previously derived rates. 


Table X JET FUEL TOTAL COSTS, PREDICTIVE (TWO-TIER) 


BUDGET REQUESTS, AS PLANNED (MILITARY ONLY) 


(dollars in thousands) 


Military 
Base: 
JP-4 Dips «2 Seo 0 we 57 oa 228 
Ue. 2 oo 23 Pon otek 24,016.59 


OE Zee, 7 2525 306.4 
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Table X JET FUEL TOTAL COSTS, PREDICTIVE (TWO-TIER) 
BUDGET REQUESTS, AS PLANNED (MILITARY ONLY) 


(dollars in thousands) 


Commercial 


COnCrack.: : 3 20) 


JET A 





Commercial 
Non- 
Contract: : 2 0 


JET A 


$ 28,468.0 | $ 29,226.0 | § 30,638.0 


b. Table XI 





This table presents predicted jet fuel costs for 
fiscal years 1993, 1994 and 1995, based on the current fuel 
budget assuming the status quo iS maintained. It was also 
assumed that all jet fuel was purchased at military bases 
(none at commercial airports). Under these assumptions, jet 
fuel costs for fiscal year 1993 were frozen and not allowed to 
increase for fiscal years 1994 and 1995. Also, the allocation 


rates derived for military (JP) fuel were used. 
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Table XI JET*FUED TOTAL COSTS, PREDICTIVE (TWO-TIER) 
BUDGET REQUESTS, STATUS QUO (MILITARY ONLY) 


(dollars in thousands) 


METHOD / FY93 FY93 FY95 


TYPE 






Military 







Base: 


JP-4 $ > yale 4 Pe 








TP =5 23 059 «% 


JP-8 284.7 





Commercial 


Conk ract: 


JET A 





Commercial 








Non - 


@entract: 








JET A 


$ 28,468.0 | $ 28,468.0 | $ 28,468.0 


c. Table XII 


This table presents predicted jet fuel costs for 
fiscal years 1993, 1994 and 1995, based on the current fuel 


budget with the following exception: an assumption that the 
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OPTEMPO will increase. This assumption provides for a 10 


percent increase for each of the three fiscal years. 


It was 


also assumed that all jet fuel purchases were made at military 


bases (none at commercial airports). The allocation 


derived for military (JP) fuel were used. 


Gases 


Table XII JET FUEL TOTAL COSTS, PREDICTIVE (TWO-TiEE 


BUDGET REQUESTS, 10 PERCENT INCREASE 


(MILITARY ONLY) 


(dollars in thousands) 


METHOD / FY93 PY94 


PE 







Military 


Base: 









JP-4 3 5,056.6 > Syn O67 













eae 2 SSO. 0 26,040.4 


JEAsS S73 7.2 a24..5 





Commercial 
ConGisace. 


JET A 
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° 


FY95 


6, 0G6rs 
27,2 aes 


337720 


Table XII JET FUEL TOTAL COSTS, PREDICTIVE (TWO-TIER) 


BUDGET REQUESTS, 10 PERCENT INCREASE 
(MILITARY ONLY) 


(dollars in thousands) 


Commercial 
Non - 
COonecract: 


JET A 


TOTAL oon, oa. oO S 32,148.6 = oS) ee 


d. Table XIII 





This table presents predicted jet fuel costs for 
fiscal years 1993, 1994 and 1995, based on the current fuel 
budget with the following exception: a budget reduction of 10 
percent has been directed. This assumes that total jet fuel 
costs would decrease 10 percent below the level already 
planned for in each of the three fiscal years’ and, 
additionally, that all jet fuel was purchased at military 
bases (none at commercial airports). The allocation rates 


derived for military (JP) fuel were used. 
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Table XIII JET FUEL TOTAL COSTS, PREDICTIVE (TWO-TIER) 
BUDGET REQUESTS, 10 PERCENT DECREASE 
(MILITARY ONLY) 


(dollars in thousands) 


METHOD / FY93 FY94 FY95 


TYPE 





Mani ectay, 







Base: 







JP-4 > 4,963.4 













JP-5 22705500 
JP-8 ZS nen 
Commercial 
Contract: S$ 0.0 S 0.0 S 0.0 
JET A 
Commercial 
Non- 
Contract: S$ 0.0 S eG S$ 0.0 







JET A 


TOTAL Sr 2 epee ieee 5S 216 73i03.--4 5S 2775g¢e 


3. Jet Fuel Unit Prices 
These tables present jet fuel prices that are either 


Current estimates or derivations for fiscal years 1993, 1994 
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and 1995. The current estimates for military JP-4, JP-5 and 
JP-8, and commercial contract (JET A) fuel prices are known. 
These estimates rarely change, however they are not stabilized 
for any specified length of time and can change given certain 
circumstances. The commercial non-contract fuel price is 
whatever the current market for (JET A) fuel is. For fiscal 
year 1993, an average market price was determined from data 
collected from the squadrons during the first quarter; total 
jet fuel costs for commercial non-contract (JET A) fuel was 
$242,300 and total quantity purchased was 167,100 gallons, or 
$1.45 per gallon. A process was then developed to estimate or 
project a market price for fiscal years 1994 and 1995, which 


will be detailed under Table XIII. The next two tables are 


based on the following scenarios and assumptions: (1) Table 
XIII - jet fuel prices that are current estimates or 
derivatives of these estimates and (2) Table XI - same as 


Table XIII except that a 25 percent price increase was assumed 
for all three fiscal years. 

a. Table XIV 

This table presents jet fuel prices, per gallon, by 
fuel type for fiscal years 1993, 1994 and 1995, based on 
current estimates and projections derived from _ these 
estimates. 

For fiscal year 1993, the commercial non-contract (JET 


A) fuel price averaged $1.45 per gallon. For fiscal years 
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1994 and 1995, commercial non-contract (JET A) fuel prices had 
to be projected. A set of procedures and assumptions similar 
to those used for determining hypothetical commercial contract 
(JET A) fuel prices in the historical model were employed and 
modified to determine projected average fuel prices for 
commercial non-contract (JET A) fuel. To do tHiaruud 
predictive ratio using the average commercial non-contract 
(JET A) fuel price to an average of the military (JP) fuels 
and commercial contract (JET A) fuel was determined. The 
numerator in this case was the fiscal year 1993 average market 
price for commercial non-contract (JET A) fuel, which was 
$1.45 per gallon. The denominator was determined by averaging 
the same fiscal year’s currently estimated jet fuel prices for 
all three types of military (JP) fuel and commercial contract 
(JET A) fuel. The average was $0.7233 per gallon, and the 
resultant ratio was 2.0047. This ratio was then multiplied to 
the average of the fuel prices currently estimated for 
military and commercial contract fuels for fiscal years 1994, 
$0.9250, and 1995, $0.9500, to predict an average price for 
commercial non-contract (JET A) fuel for those same fiscal 


years. 
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Table XIV JET FUEL PRICES, PREDICTIVE (TWO-TIER) 


CURRENT ESTIMATES AND PROJECTIONS 


(unit price per gallon) 


— 


Military 


Military 


Commercial 
Sontract 


JET A 


Commercial 
Non-contract 


JET A 





b. Table XV 

This table presents projected jet fuel prices, per 
gallon, by fuel type for fiscal years 1993, 1994 and 1995, 
based on the jet fuel prices in Table XI and modified to 


reflect a 25 percent increase in jet fuel prices. It was 
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assumed this price increase was established at the beginning 


of each fiscal year. 


Table XV JET FUEL PRICES, PREDICTIVE (TWO-TIER) 


MODIFIED, 25 PERCENT INCREASE 


(unit price per gallon) 
3 
Military 

JP-8 $0.84 
Military 

JP-5 $0.84 


Military 
JP-8 $0.84 
Commercial 
COnEerace ole 
JET A 


Commercial 


Non-contract 


JET A 
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4. Jet Fuel Purchase Quantities 

These tables present predicted jet fuel purchase 
Quantities for fiscal years 1993, 1994 and 1995, based on 
total jet fuel costs and jet fuel prices from the preceding 
tables. The quantities determined in the following four 
tables were derived by dividing the jet fuel prices in Table 
XIV into the total jet fuel costs in Tables VI, VII, VIII and 
mx. The tables are based on the following scenarios and 
assumptions: (1) Table XVI - requested fuel budget as planned, 
(2) Table XVII - requested fuel budget assuming status quo 
(fiscal year 1993’s budget sets budget for fiscal years 1994 
and 1995), (3) Table XVIII - requested fuel budget assuming an 
increase of 10 percent above the current planned requests and 
(4) Table XIX - requested fuel budget assuming a directed 10 

percent decrease in the current planned requests. 

a. Table XVI 

This table presents predicted jet fuel purchase 
quantities for fiscal years 1993, 1994 and 1995 based on the 
currently planned budget request for jet fuel. For each 
fiscal year, the quantity of jet fuel purchased was derived by 
dividing the jet fuel prices in Table XIV into their 


respective jet fuel costs as determined in Table VI. 
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Table XVI JET FUEL PURCHASE QUANTITIES, PREDICTIVE 
(TWO-TIER) 


BUDGET REQUESTS, AS PLANNED | 


(gallons in thousands) | 


1 

METHOD / FY93 FY94 FY95 | 
TYPE 

I 












Military 


Base: 





JP-4 6, 2052 


JP 25 





25 jy) Oe 





JP-8 260.4 


Commercial 


COHEraACE: 2, 2020 1,649.8 1,662.6 
JET A 

Commercial 
Non - 

Contract: 589.0 473.9 483.7 


JET A 


TOTAL 37; 59540 33, 64. cen 34,3897 


b. Table XVII 


This table presents predicted jet fuel purchase 


quantities for fiscal years 1993, 1994 and 1995, based on the 
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assumption that fiscal year 1993’s budget request established 
the level of funding for fiscal years 1994 and 1995 (status 
Guo} . For each fiscal year, the quantity of jet fuel 
purchased was derived by dividing jet fuel prices in Table XIV 


into their respective jet fuel costs in Table VII. 


Table X JET FUEL PURCHASE QUANTITIES, PREDICTIVE 


(TWO-TIER) 
BUDGET REQUESTS, STATUS QUO 


(gallons in thousands) 


Military 
Base: 
JP-4 
JP-5 


geo 


Commercial 
Gentract: 


JET A 
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Table X JET FUEL PURCHASE QUANTITIES, PREDICTIVE 
(TWO-TIER) 
BUDGET REQUESTS, STATUS QUOC 


(gallons in thousands) 


METHOD / PY 3 FY94 ero 


Commercial 


Non- 
Confit wale C - 539.0 461.6 449.5 


JET A 


TOTAL | 37595. So )..3 a | 32,776. a 31, Jism ae 


c. Table xXVIII 





This table presents predicted jet fuel purchase 
quantities for fiscal years 1993, 1994 and 1995, based onwa 
assumption that OPTEMPO has increased, causing the planned 
budgets to increase ten percent each fiscal year. For the 
three fiscal years, the quantity of jet fuel purchasedmuee 
derived by dividing the jet fuel prices in Table XIV into 


their respective jet fuel costs as determined in Table VIII. 





PREDICTIVE | 


Table XVIII JET FUEL PURCHASE QUANTITIES, 









(TWO - TIER) 







BUDGET REQUESTS, 10 PERCENT INCREASE 









(gallons in thousands) 


METHOD / FY95 


TYPE 


Military 





Base: 







JP-4 





6 faz Sr. 7 






we 5 





WO 21 OS 





By Os 






Commercial 
Gontract: 


JET A 


Commercial 


Non - 
Comeract: 647.9 521.4 


JET A 


TOTAL A, S35 5.5 Bry ono So ona 


d. Table XIX 





This table presents predicted jet fuel purchase 


quantities for fiscal years 1993, 1994 and 1995, based on the 


a 


assumption of a planned reduction of 10 percent, below what 
had previously been requested. For each fiscal year, the 
quantity of jet fuel purchased was derived by dividing the jet 
fuel prices in Table XIV into their respective jet fuel costs 


as determined in Table IX. 


Table XIX JET FUEL PURCHASE QUANTITIES, PREDICTIVE 
(TWO-TIER) 
BUDGET REQUESTS, 10 PERCENT DECREASE 


(gallons in thousands) 


METHOD / FxYI3 PY94 FY95 


TYPE 


Military 
Base: 
JP-4 57.4657. 5,584.7 

TP-5 22,590. 23,168 a 


wes Ser 324.4 





Commercial 


Contract: 1,908.0 1,484.9 lL ,2oces 


JET A 
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Table XIX JET FUEL PURCHASE QUANTITIES, PREDICTIVE 


(TWO-TIER) 






BUDGET REQUESTS, 10 PERCENT DECREASE 








(gallons in thousands) 


= a 


Commercial 
Non- 


Conewact: 





JET A 


TOTAL Sooo 02 307 2es49 S04 )...0 


5. Jet Fuel Purchase Quantities - Military Purchases Only 
These tables present predicted jet fuel purchase 
quantities for fiscal years 1993, 1994 and 1995, based on 
total jet fuel costs and military jet fuel prices from some of 
the preceding tables. The tables provide a look at what 
quantities would be if all purchases were made at military 
bases (none at commercial airports). The quantities 
determined in the following four tables were derived by 
dividing the military jet fuel prices in Table XIV into the 
total jet fuel costs in Tables X, XI, XII and XIII. The 
tables are based on the following scenarios and assumptions: 


(1) Table XX - requested fuel budget as planned, military 


=e 


purchases only, (2) Table XXI - requested fuel budget assuming 
Status quo (fiscal year 1993’s budget sets budget for fiscal 
years 1994 and 1995), military purchases only, (3) Table XXII 
- requested fuel budget assuming an increase of 10 percent 
above the current planned requests, military purchases only 
and (4) Table XXIII - requested fuel budget assuming a 
directed 10 percent decrease in the current planned requests, 
military purchases only. 
a. Table XX 

This table presents predicted jet fuel purchase 
quantities for fiscal years 1993, 1994 and 1995, based on the 
currently planned budget request for jet fuel. It was assumed 
that all jet fuel purchases were made at military bases (none 
at commercial airports). For each fiscal year, the quantity 
of jet fuel purchased was derived by dividing the jet fuel 
prices in Table XIV into their respective jet fuel costs as 


determined in Table X. 
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Table XX JET FUEL PURCHASE QUANTITIES, PREDICTIVE 









(TWO-TIER) 
BUDGET REQUESTS, AS PLANNED (MILITARY ONLY) 


(gallons in thousands) 


METHOD / FY93 FY94 FY95 
TYPE 


Military 


Base: 











JP-4 Tce. 1 6,03 ae? 6,2 SUE 












TP 5 30,745.5 2a cee a7 AOS 25 i 















JP-§ Si S26 Bo2. 2 3 COry5 


Commercial 
MOntract: 


JET A 


Commercial 
Non- 
Contract: 


JET A 


TOTAL oy a. 2 B35 ,03¢.8 35,866.4 


5S 


b. Table XXI 

This table presents predicted jet fuel purchase 
quantities for fiscal years 1993, 1994 and 1995, based on the 
assumption that fiscal year 1993’s budget request established 
the level of funding for fiscal years 1994 and 1995 (status 
Guo). It was also assumed that all purchases were made at 
military bases (none at commercial airports). For each fiscal 
year, the quantity of jet fuel purchased was derived by 
dividing jet fuel prices in Table XIV into their respective 


jet fuel costs in Table XI. 


Table XXI JET FUEL PURCHASE QUANTITIES, PREDICTIVE 
(TWO-TIER) 
BUDGET REQUESTS, STATUS QUO (MILITARY ONLY) 


(gallons in thousands) 


METHOD / FY93 FY94 FY95 


TYPE 


Military 


Base: 





JP-4 7,648.1 6.6540 6,486.3 
wea 30,745.5 27,128.4 26, DURe 


veo 37 9°26 343.0 324752 
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Table XXI CET SUS PURCHASE” QUANTITIES @PREDITCIrIVE 


(TWO-TIER ) 






(MILITARY ONLY) 





BUDGET REQUESTS, 





STATUS QUO 








(gallons in thousands) 


~ : 
Commercial 

Contract: 

JET A | 
- 


387732 Chi ea ) 34926.2 ee Oo 33, 222 


This table presents predicted jet fuel purchase 







Commercial 






Non- 


Contract: 





JET A 


TOTAL 


Cc. Table XXII 


quantities for fiscal years 1993, 1994 and 1995, based on the 
assumption that OPTEMPO has increased, causing planned budgets 
to be increased by ten percent each fiscal year. It was also 
assumed that all jet fuel purchases were made at military 
bases (none at commercial airports). For each fiscal year, 


the quantity of jet fuel purchased was derived by dividing the 


a7 


jet fuel prices in Table XVI into their respective jet fuel 


costs as determined in Table XII. 


Table XXII JET FUEL PURCHASE QUANTITIES, 


(TWO-TIER) 


BUDGET REQUESTS, 10 PERCENT INCREASE 


FY94 


(MILITARY ONLY) 


(gallons in thousands) 


METHOD / FY93 


TYPE 





Military 






Base: 





JP-4 G, 412.8 








eae 337702050 











we 3 





417.6 















Commercial 
COoneracke: 


JET A 


Commercial 
Non- 
C@nttace: 


JET A 


Ty eB tz 
BOF 635-0 


BS 733 


TOTAL 42,650.4 307.5 304 


PREDICTIVve 


FY95 


71, 67S 
31,37 3a 


896 35 


39 , 453eee 


eee 


d. Table XxIII 

This table presents predicted jet fuel purchase 
quantities for fiscal years 1993, 1994 and 1995, based on a 
planned reduction of 10 percent below what had previously been 
requested for each fiscal year. It was also assumed that all 
jet fuel purchases were made at military base (none at 
commercial airports). For each fiscal year, the quantity of 
jet fuel purchased was derived by dividing the jet fuel prices 
in Table XVI into their respective jet fuel costs as 


G@etermined in Table XIII. 


| Table XXIII JET FUEL PURCHASE QUANTITIES, PREDICTIVE 


(TWO-TIER) 
BUDGET REQUESTS, 10 PERCENT DECREASE 
(MILITARY ONLY) 


(gallons in thousands) 


METHOD / 


TYPE 


Military 
Base: 
JP-4 6,883.3 | 6,148.8 Bee a 
27,670.9 AS, OGSE6 De GI2 AS 


341.6 246.29 324.4 





oo 


Table XXIII JET FUEL PURCHASE QUANTITIES, PREDICTIVE 
(TWO-TIER) 
BUDGET REQUESTS, 10 PERCENT DECREASE 


(MILITARY ONLY) 


(gallons in thousands) 





Commercial 


Non- 







Contract: 


TOTAL 34,395.08 Bo oad ans 32; 2099 


6. Jet Fuel Purchases Quantities 
These tables present predicted jet fuel purchase 
quantities for fiscal years 1993, 1994 and 1995, based on 
total jet fuel costs and modified jet fuel prices. The 
modified fuel price assumes a 25 percent increase in jet fuel 
prices. The tables provide a look at how quantities purchased 
would fall given no increase in funding. The quantities 


determined in the following four tables were derived by 
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dividing the jet fuel prices in Table XV into the total jet 
Fuel costs in Tables VI, VII, VIII and IX. The tables are 
based on the following scenarios and assumptions: (1) Table 
XXIV - requested fuel budget as planned, modified prices, (2) 
Table XXV - requested fuel budget assuming status quo (fiscal 
year 1993’s budget sets budget for fiscal years 1994 and 
1995), modified prices, (3) Table XXVI - requested fuel budget 
assuming an increase of 10 percent above the current planned 
requests, modified prices and (4) Table XXVII - requested fuel 
budget assuming a directed 10 percent decrease in the current 
planned requests, modified prices. 
a. Table XXIV 

This table presents predicted jet fuel purchase 
quantities for fiscal years 1993, 1994 and 1995, based on the 
currently planned budget request for jet fuel. For each 
fiscal year, the quantity of jet fuel purchased was derived by 
dividing the modified jet fuel prices in Table XV into their 


respective jet fuel costs as determined in Table VI. 
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Table XXIV JET FUEL PURCHASE QUANTITIES, PREDICTIVE 


(TWO-TIER) 


BUDGET REQUESTS, AS PLANNED, MODIFIED PRICES 


(gallons in thousands) 


METHOD / EYos FY94 
TYPE 





Marra ny 







Base: 


JP-4 








JP 5 







wee 





Commercial 










Ceomerace. ee oioceo oo 
JET A 

Commercial 
Non - 

Contract: 471.8 379.6 





JET A 


TOTAL 297-9 9440: 26, 6975 
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FY95 


45 95586 
207 5a 8 


Pete, 5 I 


1,332 


JiOi Gis 


27 40a 





b. Table XxXvV 
This table presents predicted jet fuel purchase 
quantities for fiscal years 1993, 1994 and 1995, based on the 
assumption that fiscal year 1993's budget request established 
the level of funding for fiscal years 1994 and 1995 (status 
GUO) . For each fiscal year, the quantity of jet fuel 
purchased was derived by dividing the modified jet fuel prices 


in Table XV into their respective jet fuel costs in Table VII. 


JET FUEL PURCHASE QUANTITIES, PREDICTIVE 


(TWO-TIER) 
BUDGET REQUESTS, STATUS QUO, MODIFIED PRICES 


(gallons in thousands) 


Military 
Base; 
JP-4 | : 4,744. 477600. 
JF-5 y oO Oo PO UiGiom 


Oe 3 : 21 ZIG. 


Commercial 
Contract: 


JET A 
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Table XXV JET FUEL PURCHASE QUANTITIES, PREDICTIVE 
(TWO-TIER) 
BUDGET REQUESTS, STATUS QUO, MODIFIED PRICES 


(gallons in thousands) 


e 


Commercial 
Non- 
COnEract: 471.8 369.7 a5 oe 
JET A 
TOTAL ee ec 994.1 | 26.279.2 | 279.2 25,55 1eo 


Cc. Table XXVI 





This table presents predicted jet fuel purchase 
quantities for fiscal years 1993, 1994 and 1995, based on the 
assumption that the OPTEMPO has increased and planned budgets 
were consequently increased by ten percent each fiscal year. 
For each fiscal year, the quantity of jet fuel purchased was 
derived by dividing the modified jet fuel prices in Table XV 
into their respective jet fuel costs as determined in Table 


Neopets 
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Table XXVI Cet FUE PURCHASE OUANTITIES, PREDICTIVE 


(TWO - TIER) 
BUDGET REQUESTS, 10 PERCENT INCREASE, 
MODIFIED PRICES 


(gallons in thousands) 





METHOD / FY94 FY94 FY95 


TYPE 


















Military 
Base: 
JP-4 
JP-5 


eo 


Commercial 
Goncract: 


JET A 





Commercial 
Non- 
Contract: 519°. 0 4107-5 424.8 


JET A 


32,993.5 29,673.7 30,225.7 
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d. Table XXVII 


This table presents predicted jet fuel purchase 


quantities for fiscal years 1993, 1994 and 1995, 


based ona 


planned reduction of 10 percent from what had previously been 


requested for each fiscal year. For each fiscal year, the 


quantity of jet fuel purchased was derived by dividing the jet 


fuel prices in Table XV into their respective jet fuel costs 


as determined in Table IX. 


Table XXVII JET FUEL PURCHASE QUANTITIES, PREDICTIVE 


(TWO-TIER) 


BUDGET REQUESTS, 10 PERCENT DECREASE, 


MODIFIED PRICES 


(gallons in thousands) 


METHOD / FY93 FY94 


TYPE 







Military 


Base: 









JP-4 4,880.2 4,383.2 













wee 19,8975 LB arA 6 





dec 212-6 Zeno 


Commercial 
Conerace: 1,519.9 1 e7 es 


JET A 
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FY95 


4,456.5 
18,467 <2 


Ze, a 


1 23 or 


Table XXVII JET FUEL PURCHASE QUANTITIES, PREDICTIVE 





(TWO - TIER) 
BUDGET REQUESTS, 10 PERCENT DECREASE, 


MODIPine PRICES 


(gallons in thousands) 


METHOD / FY93 FY94 rYg5 


TYPE 


Commercial 


Non- 
Contract: 341.6 


JET A 


TOTAL Zoo Fa. © 2A 2 8 29 24473023 





7. $jJet Fuel Purchase Quantities - Military Purchases Only 
These tables present predicted jet fuel purchase 
quantities for fiscal years 1993, 1994 and 1995, based on 
total jet fuel costs and modified military jet fuel prices. 
The tables provide a look at what quantities would be if all 
purchases were made at military bases (none at commercial 
airports) and how quantities purchased would fall given no 
increase in funding. The quantities determined in the 
following four tables were derived by dividing the military 
jet fuel prices in Table XV into the total jet fuel costs in 


Tables X, XI, XII and XIII. The tables are based on the 
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following scenarios and assumptions: (1) Table XXVIII - 
requested fuel budget as planned, modified prices and military 
purchases only, (2) Table XXIX - requested fuel budget 
assuming status quo (fiscal year 1993's budget sets budget for 
fiscal years 1994 and 1995), modified prices and military 
purchases only, (3) Table XXX - requested fuel budget assuming 
an increase of 10 percent above the current planned requests, 
modified prices and military purchases only and (4) Table XXXI 
- requested fuel budget assuming a directed 10 percent 
decrease in the current planned requests, modified prices 
military purchases only. 
a. Table XXVIII 
This table presents predicted jet fuel purchase 
quantities for fiscal years 1993, 1994 and 1995, based on the 
current budget request for jet fuel. It was assumed that all 
jet fuel purchases were made at military bases (none at 
commercial airports). For each fiscal year, the quantity of 
jet fuel purchased was derived by dividing the modified jet 
fuel prices in Table XV into their respective jet fuel costs 


as determined in Table X. 
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| Table XXVIII JET FUEL PURCHASE QUANTITIES, PREDICTIVE 


(TWO-TIER) 


BUDGET REQUESTS, AS PLANNED, MODIFIED PRICES 


(MILITARY ONLY) 


(gallons in thousands) 


METHOD / FY94 FY94 


TYPE 







Military 


Base: 









JP-4 oe LOZ 5,479.8 









2) Pe 5 Do Sob a0) eps o lee 










wi = 3 BOW. oe, Zoe 


Commercial 


Contract: 


JET A 





Commercial 
Non- 
MPentract: 0.0 O20 


JET A 


FY95 


oe 0.5 
22 oe 


Zoo A 


TOTAL 80,934. 1 28,094.0 Zoe) 35 
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b. Table XXIX 

This table presents predicted jet fuel purchase 
quantities for fiscal years 1993, 1994 and 1995, based on the 
assumption that fiscal year 1993's budget request established 
the level of funding for fiscal years 1994 and 1995 (status 
quo). It was also assumed that all purchases were made at 
military bases (none at commercial airports). For each fiscal 
year, the quantity of jet fuel purchased was derived by 
dividing the modified jet fuel prices in Table XV into their 


respective jet fuel costs in Table XI. 


|Table XXIx JET FUEL PURCHASE QUANTITIES, PREDICIT 





(TWO-TIER) 
BUDGET REQUESTS, STATUS QUO, MODIFIED PRIGES 
(MILITARY ONLY) 


(gallons in thousands) 


METHOD / FY93 FY94 FY95 
TYPE 

maeay 
Base: 
JP-4 6.) 002 i aa | 5,276.8 
JP-5 24 53170 2 Doe | 21, i550 
JP-8 302.9 21S o 260 a6 
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Table XXIX JET FUEL PURCHASE QUANTITIES, PREDICTIVE 
(TWO-TIER) 
BUDGET REQUESSS Sot ATUS QOUGC;,, MODIFIED PRICES 
(MILITARY ONLY) 


(gallons in thousands) 


METHOD / FY94 FY94 FY95 


Commercial 
Gontract: 0.0 


JET A 


Commercial 


Non - 


@oncract: 


JET A 





om SOs, | 30,9342 i. Ze, ) 27,3654 4 | 26,599.7 Boo 27 


| 





Cc. Table XXX 
This table presents predicted jet fuel purchase 
quantities for fiscal years 1993, 1994 and 1995, based on the 
assumption that OPTEMPO has increased, causing planned budgets 
to be increased ten percent each fiscal year. It was also 
assumed that all jet fuel purchases were made at military 
bases (none at commercial airports). For each fiscal year, 


the quantity of jet fuel purchased was derived by dividing the 


yk 


modified jet fuel prices in Table XV into their respective jet 


fuel costs as determined in Table XII. 


Table XXX JET FUEL PURCHASE QUANTITIES, PREDICTIVE 
(TWO-TIER) 
BUDGET REQUESTS, 10 PERCENT INCREASE, 
MODIFIED PRICES (MILITARY ONLY) 


(gallons in thousands) 


METHOD / FY93 FPY94 FYo5 
TYPE 


Military 






Base: 





















JP-4 SLO eZ 602 7c 6 , lig 26 
aes 26,904 ..0 24,566.4 25,044.5 
JP=s8 S/o 







Commercial 





CONErace: 


Commercial 






Non- 


COMeract: 


TOTAL 34,025.4 30 ,20323 31, 490m 
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dad. Table XXXI 

This table presents predicted jet fuel purchase 
quantities for fiscal years 1993, 1994 and 1995, based on an 
annual planned reduction of 10 percent from what had 
previously been requested. It was also assumed that all jet 
fuel purchases were made at military bases (none at commercial 
airports). For each fiscal year, the quantity of jet fuel 
purchased was derived by dividing the modified jet fuel prices 
in Table XV into their respective jet fuel costs as determined 


in Table XIII. 


Table XXXI JET FUEL PURCHASE QUANTITIES, PREDICTIVE 


(TWO - TIER) 
BUDGET REQUESTS, 10 PERCENT DECREASE, 
MODIFIED PRICES (MILITARY ONLY) 


(gallons in thousands) 


Military 
Base: 
JP-4 B70. 2 ao ok Boo es ae 
JP-5 2200 a9 Z0 0998 20),490..9 


JP-8 2 20 Zoze 9 200.21 
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Table XXXI JET FUEL PURCHASE QUANTITIES, PREDICTIVE 
(TWO - TIER) 
BUDGET REQUESTS, 10 PERCENT DECREASE, 


MODIFIED PRICES (MILITARY ONLY) 


(gallons in thousands) 


FY95 
Commercial 
CONE FACE : OQ. 
Commercial 
Non - 
COME Fact; (Om 





TOTAL Zh, Oe OR ZO 24 6 259964755 


F. SUMMARY 

This chapter has presented data on jet fuel costs, jet 
fuel prices and jet fuel purchase quantities. It was assumed 
that the quantity of jet fuel that could be purchased was a 
function of some assumed total jet fuel budget limit and some 
assumed unit price. Various assumptions and scenarios were 


applied to the jet fuel costs (budget requests) and prices 
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(Current eStimates and projections) to determine different 
quantities that could be purchased given these constraints. 
In the next chapter, historical costs, both actual (from 
the single-tier model) and hypothetical (from the two-tier 
model), will be compared. In addition, the quantities that 
were determined under the various assumptions and scenarios 
using the predictive model will be analyzed and compared to 


Other quantities that are applicable. 


To 


Iv. DATA ANALYSIS/INTERPRETATION 


A. OVERVIEW 

The purposes of this chapter are twofold. First, the 
Original single-tier and the new two-tier cost structures will 
be analyzed and compared for fiscal years 1991 and 1992. 
Under the two models, Single-tier and historveaw 
(hypothetical), jet fuel purchase quantities were the same 
while jet fuel prices varied based on the particular cost 
Structure of each model. Here, the difference in total jet 
fuel costs are compared. The second purpose of this chapter 
1s to analyze and make appropriate comparisons about total 
quantities of purchased jet fuel projected for future years 
(fiscal years 1993, 1994 and 1995). Here, total jet fuel 
costs and prices were allowed to vary and quantities were 


derived from these variables. 


B. ANALYSIS OF SINGLE-TIER AND HISTORICAL MODELS 

In this analysis, the total jet fuel costs from each model 
were compared to see what effect the new two-tier cost 
structure would have had on funding levels had it existed in 
fiscal years 1991 and 1992. The following table presents a 


summary of these costs. 
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Table XXXII JET FUEL TOTAL COSTS, SUMMARY 


(dollars in thousands) 


EYS1 


(BEFORE) 


Seed 20 <2 io al SG Sp 25a 7 2eoed 


Historical seers oo Eco to a2, | ee 8 





As can be seen from this table, total jet fuel costs would 
have increased two percent in fiscal year 1991 (BEFORE), one 
and one half percent in fiscal year 1991 (AFTER) and almost 
two percent in fiscal year 1992. Although the commercial 
contract price for (JET A) fuel differed by 32 to 36 percent 
from the single-tier to the two-tier price, the effect this 
change had on total jet fuel costs was relatively small. The 
reasons for this was that commercial contract jet fuel 
purchases make up only seven percent of total fuel purchases 
and that the commercial contract (JET A) fuel price was the 


only price affected by the change in cost structures. 


C. ANALYSIS OF PREDICTIVE MODEL 
In this analysis, the question "How many gallons of jet 


fuel could be purchased for a given level of funding and given 
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price?" was answered. The tables from this model were grouped 
into four areas for analysis and comparison, each representing 
a different starting assumption about the total fuel budget: 
(1) Budget Requests, as planned, (2) Budget Requests, status 
quo, (3) Budget Requests, plus ten percent and (4) Budget 
Requests, minus ten percent. Each one of these areaS was 
analyzed in terms of differences from fiscal year to fiscal 
year, differences due to assumptions about location of fuel 
purchases (from a point where about ten percent of the total 
jet fuel costs were commercially purchased to one with "zero" 
percent commercial purchases, military base only) and 
differences due to assumptions about fuel prices (from 
currently estimated prices to a 25 percent price increase 
across the board). 

As part of the analysis, the number of flight hours that 
could be flown given the change in quantities purchased was 
determined. To determine the available flight hours, which 
are based on pounds of fuel per hour of flight time, the total 
quantities were multiplied by the weight (in pounds) for a 
gallon of jet fuel and divided by the average number of pounds 
used per hour at cruising altitude. The weight of these jet 
fuels vary from 6.5 pounds for JP-4 and JET A, to 6.8 pounds 
for JP-5. Since the majority of fuel purchased was JP-5 (81 
percent), this weight was selected and used. At cruising 
altitude, the C-9 aircraft uses about 5,200 pounds of fuel per 


hour of flight time; this rate was also used for determining 
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Flight hours. [Ref. 7] In this analysis, the differences that 
resulted in the lowest and highest change in quantities, from 
any one of the three fiscal years, were used to present a 
range of gains or losses for flight hours. 
1. Budget Requests, As Planned (Table XXXIITI) 
The following table presents a summary of total jet 
fuel quantities that could be purchased given the current fuel 


budget. 


Table XXXIII JET FUEL PURCHASE QUANTITIES, SUMMARY 


(gallons in thousands) 


BUDGET 
REQUEST 


SCENARIO 


As planned, 
Current 3, oe ao 3375 645.8 S45 ne 986 
Estimated 


Price 





a2 


Table XXXIII JET FUEL PURCHASE QUANTITIES, 






(gallons in thousands) 


395.00 32 35,,034-8 35, 86o4 


295, 9 o 4 ok 26,697 26 27,4020 


2.047 09. 0 28,6278 


It was observed from this table that the amount of jet 







BUDGET 







REQUEST 







SCENARIO 







As planned, 






Current 






Estimated 


Price, 






Military 






Purchases 






Only 






As planned, 







Modified 


Price 








As planned, 






Modified 






Price, 30,934.1 


Military 







Purchases 


Only 





fuel that could be purchased can be expected to decrease 
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Beeween mine to il percent from fiscal years 1993 to 1994. 
Peenough fiscal year 1995's quantities purchased rose about 
two to three percent, it was still seven to eight percent 
below fiscal year 1993’s purchase quantities. Of interest is 
the decrease in fiscal year 1994's purchase quantities, which 
dropped even with an increase in program funding for that 
year. Although funding did increase, it didn’t keep pace with 
the price increases. The funding increase was less than three 
memeent, while jet fuel prices rose 11 to 15 percent for 
fee tary (JP) fuels and 28 to 32 percent for commercial (JET 
A) fuels. This decrease in jet fuel purchase quantities would 
mst in a reduction of flight hours ranging from 3,714 to 
5,161 hours for fiscal year 1994 and a combined total loss of 
Beeeeey to 4,284 hours for both fiscal years 1994 and 1995. 
Given the assumption that 100 percent of all jet fuel 
purchases were made at military bases, an additional three to 
five percent could be obtained above the amount of fuel that 
would have been purchased using the historical allocation 
rates, with either the current price estimates or the modified 
(25 percent higher) fuel prices. Of interest here is that 
even though the percentage increase may not seem all that 
Significant, it does equate to around 1,229 to 2,023 more 
flight hours that could be flown each year, which is over one- 
third of the flight hours lost in fiscal year 1994 due to the 
estimated price increases over the next two years. The reason 


for these differences was that military (JP) fuel prices were 
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23 to 35 percent below commercial contract (JET A) fuel 
prices, and 50 to 56 percent below commercial non-contract 
(JET A) fuel prices. 

Additionally, given a 25 percent price increase for 
jet fuel, quantities purchased could drop by as much as 20 
percent below the amount that would have been purchased under 
the current price estimates. Given the assumption that there 
would be no funding increase, this decrease would reflect a 
reduction of flight hours ranging from 8,943 to 10,251 hours 
for each fiscal year. 

2. Budget Requests, Status Quo (Table XXXIV) 

The following table presents a summary of total jet 
fuel quantities that could be purchased under the assumption 
that fiscal year 1993’s budget request set the level of 


funding for fiscal years 1994 and 1995. 
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| Table XXXIV 


JET FUEL PURCHASE 


(gallons in thousands) 


BUDGET 
REQUEST 


SCENARIO 


Stacus quo, 


Current 
Estimated 


Price 


SEatus “Qua, 


Current 
Estimated 
Price, 
Military 
Purchases 


Only 





aeacus Quo, 


Modified 


Price 


FY93 


Boe 20 


BSG GS ae 


BS 4 a. 


QUANTITIES, SUMMARY 


FY94 


Bi, ) Ome 


Ba O. 2 





BOS 22 





Soe Oo Lad 


eo ooo 


25703 LSS 


Table XXXIV JET FUEL PURCHASE QUANTITIES, 


(gallons in thousands) 


BUDGET 
REQUEST 


SCENARIO 


status quo, 
Modified 


Price, 5095 4 ZO net 26, 599ea7 


Military 


Purchases 


Only 





It was observed from this table that the amount of jet 
fuel that could be purchased can be expected to deG@neaaE 
between 12 to 13 percent from fiscal years 1993 to 1994 and 
another two to three percent from fiscal years 1994 to 1995, 
for about a 14 to 15 percent overall decline from fiscal year 
1993's purchase quantities. Of interest is the decrease in 
fiscal year 1994’s purchase quantities and the overall 
decrease from fiscal year 1993. The reason for this was that 
program funding remained constant at fiscal year 1993's level 
of funding for fiscal years 1994 and 1995. This would cause 


any price increase to decrease the amount of fuel that could 
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be purchased. The prices for jet fuel rose 11 to 15 percent 
for military (JP) fuels and 28 to 32 percent for commercial 
(JET A) fuels for fiscal year 1994, and two to four percent 
overall for fiscal year 1995. Obviously, the result was a 
decrease in the available flight hours that could have been 
flown had it not been for these price increases. The lost 
hours ranged from 4,667 to 6,303 hours for fiscal year 1994 
and an additional 977 to 1,047 hours for fiscal year 1995. 
The total hours lost over this two year period ranged from 
5,668 to 7,341 hours, depending on the assumptions being 
applied. 

Given the assumption that 100 percent of all jet fuel 
purchases were made at military bases, three to four percent 
more fuel could be purchased using either the current price 
estimates or the modified price estimates (25 percent 
increase). Again, the percentage increase may not seem all 
that great, but an additional 1,229 to 1,765 hours could be 
obtained each year by buying fuel at military bases even with 
a neutral three year budget and increasing fuel prices. These 
hours would make up almost one-quarter of the total flight 
hour deficit over fiscal years 1994 and 1995. The reason for 
these increases in purchase quantities are that the prices for 
military (JP) fuels were substantially below commercial (JET 
A) fuel prices. The differences were due to the military base 


fuel price being 23 to 35 percent below commercial contract 
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(JET A) fuel prices and 50 to 56 percent below commercial non- 
contract (JET A) fuel prices. 

Additionally, given a 25 percent price increase tes 
jet fuel, quantities purchased could drop by as much as 20 
percent below the amount that would have been purchased under 
the current price estimates. This is of interest given the 
assumption that funding would not be increased in the event of 
a substantial price increase. This decrease would be 
reflected in a yearly reduction of flight hours ranging from 
8,435 60010,251 nouies. 

3. Budget Request, Plus 10 Percent (Table XXXV) 

The following table presents a summary of total jet 

fuel quantities that could be purchased given a 10 percent 


increase in the current fuel budget for each fiscal year. 


Table XXXV JET FUEL PURCHASE QUANTITIES, 


(gallons in thousands) 


BUDGET 
REQUEST 


SCENARIO 


Plus 10%, 
Current 417355 72 37003 6 37, 86i5@ 
Estimated 


Price 
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| Table XXXV JET FUEL PURCHASE QUANTITIES, SUMMARY 


(gallons in thousands) 


BUDGET Eys 3 EY95 
REQUEST 


SCENARIO 


Plus 10%, 


SCUurrene 





Estimated 42,650.4 38,538.3 39,453.0 
Price, 
Military 
Purchases 


OTE, 

















Plus 10%, 





Modified 32,993 55 Bo G73. 7 30> 22538 7 
Price 

Plus 10%, | 

Modified | 
Price, 345025 4 30,903.3 a1,,49020 


Military 
Purchases 


Only 
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It was observed from this table that the amount of jet 
fuel that could be purchased can be expected to decrease nine 
to 11 percent from fiscal years 1993 to 1994. Although fiscal 
year 1995’s quantities purchased rose slightly more than two 
percent, it was still about 8 percent below fiscal year 1993’s 
purchase quantities. Of interest again is the decrease in 
fiscal year 1994’s purchase quantities, which dropped with an 
increase in program funding for that year along with the 
across the board increase in funding, which didn’t keep pace 
with the price increases. The funding increase was less than 
three percent while jet fuel prices rose 11 to 15 percent for 
military (JP) fuels and 28 to 32 percent for commercial (JET 
A) fuels. The result of this decrease in jet fuel purchase 
quantities equates to a loss of flight hours ranging from 
4,083 to 5,678 hours in fiscal year 1994. The totaleiteumes 
lost for fiscal years 1994 and 1995 ranged from 3,315 to 4,569 
hours, depending on the assumptions being made. 

Given the assumption that 100 percent of all jet fuel 
purchases were made at military bases, an additional three to 
four percent could be obtained above the amount of fuel that 
would have been purchased using the historical allocation 
rates, with either the current price estimates or the modified 
(25 percent higher) fuel prices. As before, even though the 
percentage increase was small, it does equate to around 1,349 
to 2,081 more flight hours that could be flown for each fiscal 


year, which is over one-third of the flight hours lost in 
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fiscal year 1994. The reason for the increase in available 
micaght hours due to the fact that military (JP) fuel prices 
were 23 to 35 percent below commercial contract (JET A) fuel 
prices, and 50 to 56 percent below commercial non-contract 
(JET A) fuel prices. 

Additionally, given a 25 percent price increase for 
jet fuel, quantities purchased could drop by as much as 20 
percent below the amount that could be purchased under the 
Current price estimates. This is significant. Assuming a 10 
percent increase in funding, this decrease equates to a 
meduction of flight hours ranging from 9,598 to 11,278 hours 
each year. 

4. Budget Requests, Minus 10 Percent (Table XXXVI) 

The following table presents a summary of total jet 

fuel quantities that could be purchased given a 10 percent 


decrease in the current fuel budget for each fiscal year. 
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Table XXXVI JET FUEL PURCHASE QUANTITIES, SUMMARY 


(gallons in thousands) 


FY94 EMIS 


BUDGET 
REQUEST 


SCENARIO 






Minus 10%, 












Current e555 .35 a7 On 6 37, 86Gi 
Estimated 


Price 





Minus 10%, 







Current 















Estimated a0 oe 39 , 43230 





a2 OU <4 


Price, 







Peay, 


Purchases 






Only 






Minus 10%, 












Modified 32ers Lomo oe 30,2250 






Price 


a 


Table XXXVI JET FUEL PURCHASE QUANTITIES, SUMMARY 


(gallons in thousands) 


BUDGET 
REQUEST 


SCENARIO 


Minus 10%, 
Modified 


Price, 347-025 44 80,903.23 31° 4902 0 


Military 


Purchases 


OnLy. 





It was observed from this table that the amount of jet 
fuel that could be purchased can be expected to decrease nine 
to 11 percent from fiscal years 1993 to 1994. Although fiscal 
year 1995's quantities purchased rose slightly more than two 
percent, it was still about 8 percent below fiscal year 1993's 
purchase quantities. Again, of interest is the decrease in 
fiscal year 1994's purchase quantities which dropped even with 
an increase in program funding for that year, along with a 
total decline in funding for all three years. The funding 
increase was less than three percent while jet fuel prices 


rose 11 to 15 percent for military (JP) fuels, and 28 to 32 


oH 


percent for commercial (JET A) fuels. The result of this 
decrease in jet fuel purchase quantities equates to a loss of 
flight hours ranging from 4,083 to 5,678 hours in fiscal year 
1994. The total hours lost over fiscal years 1994 and 1995 
ranged from 3,315 to 4,569 hours, depending on the assumptions 
being applied. 

Given the assumption that 100 percent of all jet fuel 
purchases were made at military bases, an additional three to 
four percent could be obtained above the amount of fuel that 
would have been purchased using the historical allocation 
rates, with either the current price estimates or the modified 
(25 percent higher) fuel prices. Of interest is that even 
though the percentage increase may not seem all that 
Significant, it does equate to around 1,349 to 2,081 more 
flight hours that could be flown for each fiscal year, which 
is over one-third of the flight hours lost in fiscal year 
1994. The reason for these increases was due to the fact that 
military (JP) fuel prices were 23 to 35 percent below 
commercial contract (JET A) fuel prices, and 50 to 56 perceme 
below commercial non-contract (JET A) fuel prices. 

Additionally, given a 25 percent price increase for 
jet fuel, quantities purchased could drop by as much as 20 
percent below the amount that could be purchased under the 
current price estimates. This is of interest, given the 


assumption of a 10 percent across the board reduction in 


OZ 


funding levels. This decrease would be reflected in a 


meemerion or flight hours ranging from 9,598 to 11,278 hours. 


D. SUMMARY 

This chapter has looked at both the differences between 
the original single-tier cost structure and the hypothetical 
two-tier cost structure and the quantities that could be 
purchased in the future under the two-tier cost structure, 
given total costs and prices. 

It was observed in the first part of this analysis, that 
commercial jet fuel purchases made up only eight percent of 
total fuel purchases under the single-tier system and 10 
percent under the two-tier system. With only the fuel price 
for commercial contract (JET A) fuel varying, the differences 
between the two systems were small. 

As observed under the predictive two-tier cost structure, 
quantities purchased fluctuated by various amounts depending 
on the different scenarios and assumptions made for total fuel 
costs and prices. For there to be a material or significant 
change in the quantities purchased, the price for fuel had to 
Change substantially. 

It was also observed that if the requested budget or 
funding level doesn’t keep up with or exceed the changes in 
fuel prices (increases), then the quantity of fuel that could 
be purchased will decline. In fact, the quantities that would 


be purchased would fall behind last year’s amounts. 


O38 


It was also observed that purchasing fuel at military 
bases and doing so as soon as possible (right from the 
beginning of the fiscal year) would enable squadrons to fly 
more for the same amount of dollars. Given today’s military 
environment (downsizing and budget reductions), fuel purchases 
Should be made at military bases to the maximum extent 


possible to lessen the effects of price increases. 
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Ve CONCLUSIONS AND RECOMMENDATIONS 


A. CONCLUSIONS 

The shift from the original single-tier to the new two- 
tier cost structure for jet fuel has had an effect and will 
continue to effect the amounts of jet fuel that can be 
Purchased for the reserve C-9 program. The effect of 
continuous jet fuel price increases, historical and 
forecasted, since fiscal year 1991, has been and will continue 
E@maeecrease the quantities that could have been purchased 
under the new system. The budget requests for the upcoming 
years will have to be higher in order to stay at the same 
operating levels as in the past. Put Simply, unless 
corrective action is taken, the Naval Reserve C-9 program will 
be doing less (decrease in available flight hours) with what 


appears to be more (increase in funding levels). 


B. RECOMMENDATIONS 

First, if the requested funding falls short of what is 
needed (commitments) for this program, a shift away from the 
current levels of commercial purchases to more or all military 
base purchases would allow for some increased level of 
continued operations. To get the most out of such a shift in 
purchases, it would have to be initiated as early as possible 


in the fiscal year. 


Bi 


Second, given a situation where more and more military 
bases are closing, increasing jet fuel purchases at military 
bases may not be possible, and may to some extent cause the 
amount of commercial jet fuel purchases to actually increase. 
It 18 suggested putting the reserve C-9 program in a revolving 
account fund. Initially, a unit cost accounting system would 
have to be developed. Then, the program should be set up in 
the Defense Business Operations Fund (DBOF). The C-9 program 
is service-oriented providing airlift (passenger and cargo) 
services to the Navy, and would lend itself to this type of 
System. Also, since prices are normally stabilized annually 
under the DBOF system, it would be assumed that the currently 
estimated jet fuel prices would be fixed for the current 
fiscal year for which they were published, allowing for better 


execution of the budget. 
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APPENDIX A 


SAMPLE 
FORMAT FOR DATA COLLECTION 
MEMORANDUM 
From: the Author, Naval Postgraduate School 
nO: Comptroller Office, (LOCATION) 
Seog: FISCAL YEAR 1991, 1992 AND 1ST QUARTER 1993 FUEL COST 
AND QUANTITY INFORMATION FOR (SQUADRON) 
Ref: (a) PHONCON between LCDR Greenberg/Comptroller (NAME) 
1. Per reference (a), please use the following format for the 
information being requested: 
COSTS NO. GALLONS 
a. Fiscal Year 1991 
(1) Military Base 
Purchases: 
JP-4 
JP-5 
JP-8 
(2) Commercial Contract 
Purchases: 
JET A 
(3) Commercial Non-contract 
Purchases: 


JET A 


oe 


oy 


Fiscal Year 1992 


1s) 


Military Base 
Purchases: 

JP-4 

JP-5 

JP-8 
Commercial Contract 
Purchases: 

Jer 
Commercial Non-contract 
Purchases: 


JET A 


Fiscal Year 1993 (lst Quarter) 


(alg) 


Military Base 
Purchases: 

JP-4 

wie 5 

wee? 
Commercial Contract 
Purchases: 

JET A 
Commercial Non-contract 
Purchases: 


JET A 
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APPENDIX 


PObeCUSTOMER PRICE 


(CURRENT ESTIMATES) 


Product Type 
AVGAS 


Motor Gas Leaded 
Motor Gas Unleaded 
Gasohol 

JP-4 

JP-5 

JP-8 

Distillates 

Diesel 

Residuals 

Navy Reclaimed 
Into-Plane Jet Fuel 
Composite 

Special Fuels 1 (JP-7) 


Special Fuels 2 (JP-TS) 


29 


B 


Ry 3995 


Per Gallon Per Barrel 


eer Eo eo 
On 85 25470 
O33 34.86 
0.84 oa e 
O67 28.14 
Ons gies) 
On 75 ales 0 
0.70 29.40 
0-70 29.40 
G67 28.14 
0.42 17.64 
0.94 39.48 
0.71 29.82 
eAple A207 56 
eral eee 


Product Type 
AVGAS 


Motor Gas Leaded 
Motor Gas Unleaded 
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